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| Henry B. Arruur, economist to Swift and Company, studied at 
&e> Union College and received his A.B. degree there in 1926. He did 


graduate work in economics and received his Ph.D. at Harvard 
University, where he did special work in the field of wholesale price structure and 
price analysis. Mr. Arthur formerly taught economics and statistics at Harvard 
and at American University. He has been associated with the federal govern- 
ment in various capacities, including assistant director of research for the Works 
Progress Administration and consultant to the OPA. From 1944 to1946 he served 
as economist for the House Special Commission on Postwar Economic Policy 
and Planning. He joined Swift and Company in 1936 and has served as economist 
since that time. He is a fellow of the American Statistical Association, and he 
has written articles for various professional magazines on the problems of price 
analysis and the business cycle. 
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with the United States Marine Corps. Professor Douglas is a na- 
tive of Massachusetts and studied at Bowdoin College and Harvard University. 
He was granted his M.A. and Ph.D. degrees from Columbia University. Before 
joining the faculty of the University of Chicago in 1920, he taught at the Univer- 
sity of Illinois and at Reed College. He has served frequently as a government ad- 
viser, especially in the fields of industrial relations and social security. Professor 
Douglas has been active in politics and served as a member of the Chicago City 
Council before he entered the Marine Corps. He has written many books, among 
which are: Worker in Modern Society (1923); Wages and the Family (1925); Real 
Wages in the United States (1930); The Theory of Wages (1934); Controlling De- 
pressions (1935); and Social Security in the United States (1936). 
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gree from the University in 1922 and has been a member of the 
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States Treasury. He was visiting professor at Johns Hopkins University in 1928. 
Professor Nerlove is the author of Outlines of the Economic Order (with others) 
(1930) and Corporate Incomes, 1920-29 (1931). 
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Pare Prices Too High > 


* 


Mr. Nertove: Last Monday, President Truman called for 
national unity in support of his program of reducing prices to 
avoid a depression. He warned that an economic collapse now 
would endanger free enterprise and democracy. Therefore, in his 
speech, he came out definitely declaring that prices must be 
brought down. How can we do this? Should prices be cut? 

Arthur, what are the reactions to this Truman policy?" 


t President Truman, in a speech before a meeting of the Associated Press on 
April 21, said, in part: 

/  “,,.. We all want continued and ever-increasing prosperity. It is a simple, 
normal, human desire to want to improve the standards of living for all our peo- 
ple. The desire for better living conditions is not the only reason, however, why 
continued prosperity in this country is essential. 

“We know that the freedom and integrity of the United States are safe only 
in a world of free peoples living at peace with their neighbors and engaging in 
free and friendly commerce. Hence, it is our policy to aid the free peoples of the 
world in their efforts to maintain their freedom..... 

“And only if we maintain and increase our prosperity can we expect other 
countries to recognize the full merits of a free economy. We know that our sys- 
tem of private competitive enterprise has produced the highest standard of liv- 
ing theworld has ever seen. By steadily raising this standard, we can demonstrate 
to all other nations the vitality and superiority of a free economy. Our system of 
private enterprise is now being tested before the world. If we can prove that it is 

“more productive and more stable, more generous and more just than any other 
economic system, we shall have won the test. 

“But if we ignore the needs and shirk the responsibilities of our economy, we 
shall lose both our power to help others and our capacity to inspire others, Eco- 
nomic trouble in the United States would provide agitators with the opportunity 
they seek. 

“Tt is necessary that we develop a new realization of the size and strength of 
our economy. Our tremendous production during the war astounded the world. 
It was a phenomenon which no one thought could endure after hostilities ceased. 


[1] 


Mr. Artuovr: All of us, I think, are interested in having 
prices brought down. We are all consumers, and we are all very 
conscious of the extent to which prices and costs have risen in 
recent months. On the other hand, there are a lot of us who have 


“We are beginning to sense the fact, however, that our peace-time economy 
cannot only equal our war-time economy, but can surpass it. 

“The progress we have made is demonstrated by comparing the present time 
with the year 1929, which was the year of highest economic activity before the 
war. - 

“The physical volume of industrial production is now 71 per cent greater than 
it was in 1929. This is actual physical volume. It is not dollar value. 

“The physical volume of agricultural production is now 32 per cent greater. 

“Civilian employment is now 10,000,000 greater. 

“Our national income—including individuals and corporations—is now run- 
ning at an annual rate of $1'76,000,000,000, contrasted with only $83,000,000,000 
in 1929. 

“Now, what have these great gains since 1929 meant to all of us? 

“In 1929 the average income of individuals in this country was $654, after 
taxes. Today it is $1,090, after taxes. Expressed in dollars of equal purchasing 
power, the increase has been from $825 in 1929 to $1,090 today. This means, on 
the average, for every man, woman and child in the country, an increase of 32 
per cent in the power to buy goods and services with current income. This is the 
measure of the rise in our standard of living in less than one generation. 

“This is not a record of war production. It is an unparalleled record for peace- 
time goods and services, devoted to the needs and enjoyments of the American 
people. 

“But I must say in all frankness that the economic skies are not entirely 
clear. One cloud is shadowing our economic future. 

“That cloud is caused by the sharp and rapid rise in prices. 

“Some say this cloud is certain to burst. They are sure of a recession or a de- 
pression. I do not share their belief that either of these is inevitable. 

“T believe that we, as a nation, can prevent this economic cloudburst. But 
it requires prompt, preventive steps. 

“Price increases have been felt by every American family. No one needs to 
tell them how much the cost of living has increased! 

“Housefurnishings, for example, have gone up 23 per cent above the 1945 
average. 
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a question as to whether you can “talk” prices down, Talking 
prices down ignores, to considerable measure, the fact that in 
normal times we say prices are determined by factors of supply 
and demand. They are not arbitrary things which can be talked 


“Clothing has gone up 24 per cent. 

“Food has risen 31 per cent. 

“Only rent, because it is under rent control, has remained practically stable. 

“Even more dangerous than the rise in retail prices is the sharp rise in whole- 
sale prices since 1945. Here are examples: 

“Textiles—Up 39 per cent. 

“Farm products—Up 40 per cent. 

“Building materials—Up 51 per cent. 

“Food—Up 53 per cent. 

“Excessive wholesale prices are translated inevitably into higher retail prices. 
With higher and higher retail prices, families can buy less and less. Thus, exces- 
sive wholesale prices are hitting at the foundation of our prosperity, for we can 
be prosperous only when business activity is at its maximum. 

“There are some who say that prices are not too high, so long as buying stays 
at high levels. 

“From the human standpoint, I reject this argument. 

“It provides no answer to those living on fixed incomes, such as teachers, civil 
servants and widows. 

“Tt provides no answer to those veterans who must pay substantially more 
for houses than they are able to afford. 

“Tt provides no answer to many millions of American families in every city, 
town and rural area. Because of high prices, too many of these families are spend- 

ing their meager savings and cashing their war bonds. They are postponing 
necessary medical care. They have gone into debt in an amount $0 per cent great- 
er than a year ago. They are doing this, not through choice, but in order to make 
both ends meet. And most of these many millions have no one, except their 
* government, to speak for them. 
. “In addition to this human aspect, it is a dangerous economic fallacy to say 
~ that prices are not too high, simply because people are still buying. A bridge de- 
signed to carry ten tons is not safe with fifteen tons on it even though it has not 
yet begun to cave in. The excess weight must be taken off the bridge in time. 
When it begins to crack, it is too late. 
“There is one sure formula for bringing on a recession or a depression. That is 
to maintain excessively high prices. Buying stops; production drops; unemploy- 
‘ment sets in; prices collapse; profits vanish; business men fail. 
“That formula was tried after the first world war. And we paid for it. Between 
1920 and 1921 annual national income fell by $18,000,000,000. Industrial produc- 
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up or down at will. They are things which the forces of competi- 
tion—the fact that buyers will go and find something else to 
buy if one price is too high—and other considerations enter into 
much more fully than a mere statement that prices ought to be 
put up or down. 


tion dropped 23 per cent. Unemployment increased by more than 4,000,000. 
Business failures more than doubled. Farm losses were appalling. 

“We must not choose that formula again. 

“If we are to, avoid a recession we must act before it starts. 

“Prices must be brought down. 

“T speak first to those business men who have it within their power to reduce 
their prices. 

“Price reductions will bring more prosperity and profits in the long run. 
Lower prices will sustain and further increase the present high volume of sales and 
stimulate greater production. This nation will grow only through increased pro- 
ductivity and more and more production. Higher prices for the same amount of 
goods will lead only to an artificially inflated economy, not a sound economy. 

“Present business conditions permit—in fact, they require—lower prices in 
many important fields. 

“Profits in the aggregate are breaking all records, although profit margins 
vary greatly in individual cases. In 1946 corporate profits, after taxes, were 33 per 
cent higher than in 1945. In the first quarter of 1947 they ran even higher. These 
figures are total figures and do not, of course, apply to every industry or every 
business. 

“T do not have to name the particular industries or the particular businesses. 
The men who run them know exactly which are included and which are not. 

“Our private enterprise system now has the responsibility for prices. During 
the war the government shared that responsibility through the mechanism of 
price control. In the spring of 1946 I strongly recommended the continuation 
of price control so that we could attain an orderly withdrawal from control of 
prices as supply approached demand. A group saw fit to sabotage price control 
and represented to the public that prices would come down in a free market. 

“This has not taken place. On the contrary, prices rose sharply after controls 
were taken off, and they have continued to rise. Private enterprise must display 
the leadership to make our free economy work by arresting this trend. Some 
price reductions have already shown that this leadership does exist. I commend 
what has been accomplished. I ask other business leaders to step forward in the 
same direction. 

“In the present economic situation, labor also has a responsibility. 

“T said, in January of this year, that excessive wage demands would threaten 


another inflationary wage-price spiral. I also said that some moderate wage in- 
creases were justified by economic or equitable considerations. 
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Mr. Nertove: Some people say that the whole trouble lies 
with labor. They say that labor has been continuously asking for 
higher and higher wages and thereby forcing prices up. What do 
you think about that? 


“Since then, this counsel of moderation has generally been followed by wage 
earners and their leaders. 

“Some moderate wage adjustments have already been made this year— 
peacefully. Some others may be expected. Price adjustments and wage adjust- 
ments have been the traditional method of sustaining mass buying power and 
sharing the benefits of our increasing wealth. In our immensely productive econo- 
my, fair prices and good wages are the earmarks of American prosperity. 

“To wage earners and their leaders I repeat my counsel of moderation. 

“But it does not require much foresight to see that, if the cost of living does 
not come down, the size of wage demands might be magnified. Peaceful manage- 

ment-labor relations would be jeopardized. Bitterness and strife would become 
harder to avert. . 

“This is another reason—and a most compelling one—for bringing prices and 
the cost of living down. This will help wage negotiations to proceed toward peace- 
ful adjustments beneficial to all. Another important contribution in bringing 
about lower prices is increased productivity on the part of labor. Higher produc- 
tivity results in greater production, which in turn leads to lower prices to the 
public. 

“After war and post-war inflation it is difficult to find solutions fair to the 

. consumer, fair to the worker and fair to business. Employers and workers must 
both give to this task all their energies, good will and understanding of their 
country’s best interests. 
_ “In considering the high cost of living we must also examine prevailing food 
prices. The phenomenal world demand for farm products is maintaining farm 
prices at present levels. The unprecedented purchasing power of our own people 
and the needs of war-devastated countries abroad have combined to force farm 
products upward. The government policy of supporting farm prices at 90 per 
cent of parity is not the cause. Of the maior food commodities potatoes are the 
only crop currently being given government support. The support price of wheat, 
“for example, is $1.82 a bushel, while wheat is currently selling at about $2.50 a 
bushel. The support price of hogs is $14.94 per hundred pounds. The recent price 
has been around $25. 

“Let me repeat: The government policy of supporting farm prices is not the 
cause of the prevailing high food prices. 

“Without the support program, farmers, mindful of the disastrous farm col- 
lapse shortly after World War I, would not have planted their tremendous recent 
crops. The consequence would have been smaller acreage, greater excess of de- 
mand over supply and prices much higher than they are now. Because of the sup- 
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Mr. Dovetas: That, I think, is a-very incomplete statement. 
Last year the first round of wage increases amounted in the 
major companies of the country to about 15 per cent and to less 
than that in the smaller companies. So that the average increase 
across the board would probably have been not more than II or 
12 per cent. But the increase in prices since last June, when OPA 


port program the consumer is better off, and the world food situation is more 
manageable. 

“With this sound bulwark against a repetition of the agricultural depression 
which started in 1920, farmers should continue their efforts to bring about maxi- 
mum production. 

“T have been speaking about the role of business men, workers and farmers in 
maintaining our present prosperity. The government also has responsibilities. It 
is an axiom of good economics and good business that, in times of great infla- 
tionary pressures, taxes should not be reduced. Any surplus which the Treasury 
can secure should be applied to reduction of the Federal debt. Reduction of the 
debt reduces the annual interest obligation of the government and also tends to 
check inflationary forces. When we are over the hump of inflation tax reduction 
will be feasible and proper. It should then be extended first to those who need 
relief most. 

“Additional weapons which the government possesses in its fight against in- 
flation are rent control, export controls and credit control. 

“Rent control is vitally necessary until construction costs are lower and the 
present acute housing shortage has eased. 

“Export controls must be maintained to avoid price increases arising from 
uncontrolled foreign purchases in this country. 

“Credit control cannot be relaxed so long as prices are so high that many con- 
sumers must go into debt to make both ends meet. Making more money available 
on easier credit terms would only enable people to go into debt at a faster rate. 
Over-extension of credit to support over-extension of prices is fuel on the infla- 
tionary fires, It would help no one in the long run. It is in the tradition of “boom 
and bust.” The government should retain and use its measures for wise credit 
control. 

“The economic policies here discussed have not been devised hastily to meet 
a situation which has just appeared. I have been urging them for many months. 

“The reiteration of these policies is made necessary by the acute situation 
existing today. 

“The responsibility of preserving our free-enterprise system will continue to 
rest upon the joint efforts of business, labor, the farmers and government. 

“There must be moderation on the part of business, forbearance on the part of 


labor, all-out effort on the part of the farmer and wise guidance and action on the 
part of government. 
[6] 


controls were taken off, has been much greater than this. Whole- 
sale prices have risen by 30 per cent, on the average; and the cost 
of living, even with rents stabilized, has risen 20 per cent.? 


Mr. Arruor: Do you not think that it would be important, 


“There must be unity of effort and a willingness to co-operate in the achieve- 
ment of our goal of a strong, stable economy. 

“The men and women here today, and the rest of the press of the nation, have 
a great opportunity for service at this time. Not only must the facts be presented, 
but there must be brought home to our people the seriousness of the issue and 
the need for united effort for the good of all, rather than separate effort for the 
benefit of any group. 

“T take comfort in the knowledge that the press of this country will accept 
this opportunity for service in the same high spirit with which it has always 
served this nation” (New York Herald Tribune, April 22, 1947). 


2 Annual per cent changes in consumers’ and wholesale prices from 1941 
through 1946, as reported by the Bureau of Labor Statistics, were as follows: 


Perr Crnt IncREASE IN— 


Consumers’ Prices Wholesale Prices 
YEAR 


All Tiers Food All Com- | All but Farm 


modities and Food 
Dec., 1940-Dec., 1941......-: 9-7 16.2 L720 II.4 
Dec, 194i—Dec., 1942....°... 9.0 i738 vee) Desi 
Dec., 1942—Dec., 1943....-.-- 3-3 453 2.2 1.8 
Dec. 1943-Dec.,1944....-..- et So} Tas ri oi 
Dec., 1944—Dec., 1945.......: 203 2.9 23 E26 
Dec., 1945—Dec., 1946........ 18.0 Sus5 31.6 oY i 


_. Advances over the year 1946 were led by increases for agricultural com- 
modities. Retail food prices rose 31.5 per cent—nearly twice as much as in the 
first year of the war before price controls were instituted. Primary market prices 
of farm products and foods were up 27.8 and 47.4 per cent, respectively. Sub- 
stantial increases occurred, however, in other groups of commodities, most of 
which had been relatively stable under price control in recent years. Thus, 
prices of metals and metal products, only 13 per cent higher at the end of 1945 
than at the beginning of the war, rose 27.6 per cent during I 946. Prices of build- 
ing materials increased 32.1 per cent in 1946, compared with 11 per cent in the 
four years ending December, 1945. 
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WAGES IN MANUFACTURING 
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BY DECEMBER 1946 POSTWAR WAGE INCREASES 
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if we are thinking about a stable economy, to make our com- 
parisons with conditions which existed in a more normal time? 
Last June we had just finished a round of wage increases. Prices 
were still being held down by the OPA. We were probably mal- 
adjusted on the other side of the pattern at that time. 


Mr. Dove as: I am merely saying that the increase in prices 
since OPA was taken off has been much greater than the increase 
in costs caused by the wage increases of last winter. 


Mr. NeErtove: You would then say that the observers who 
argue that labor is responsible for the high prices at the present 
time are not interpreting the situation correctly. 


Mr. Dovuctas: I would say that labor is only partially re- 
sponsible for the increase in prices. 


Mr. Ner.ove: But has not the real income of individuals 
been declining—certainly sharply since 1946? 


Mr. Dovctas: Yes. Since July, 1946, the cost of living, as I 
say, has gone up 20 per cent, and wholesale prices 30 per cent, 
whereas total pay rolls have risen by only 16 per cent in manu- 

“facturing and probably by only 12 per cent in all industry. So 
that the real purchasing power of city workers and town workers 


has declined. 


Mr. Artuur: This discussion seems to me to be citing inci- 
dents out of their true context. What happened was that wages 
had not been under the OPA and had to jump up to get back 
into adjustment as prices did. Therefore, we get into a situation 
in which we cite the distortions of last June as a basis for urging 
their restoration at the present time. 
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Mr. Nertove: But do you feel, therefore, that the Truman 


policy will not succeed? 


Mr. Artuur: So far as the Truman policy is concerned, I 
hate to try to judge it on economic grounds, because it is a 
political gesture as well as an economic gesture. I am not speak- 
ing in a derogatory way in saying that. For instance, it is 
popular. 


Mr. Dovuctas: That does not make it wrong. 


Mr. Artuur: No. As I say, I am not trying to be derogatory 
about it. Second, it may be very reassuring to foreign nations 
who are much concerned about our ability to maintain eco- 
nomically stable conditions in this country. We have to show 
these nations that we are not going into another 1932 collapse. 
Otherwise, we are going to have a good deal of trouble getting 
their allegiance on the various new world organizations which we 
are sponsoring. 


Mr. Nervove: But was it not you, Arthur, who indicated to 
me in our discussion of this whole problem that prices have been 
dropping since the middle of March and, therefore, that it was 


unnecessary to suggest that we reduce prices still further? 


Mr. Artuur: Yes, it was. We get back to the economic issues 
behind the Truman proposals, and we find that the conditions 
which existed in February and March were such as to cause real 
concern. We had real reason to worry that prices were going to 
be bid up speculatively; that they were going to give rise to new 
and urgent additional labor demands. And then there was a 
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possibility that we could deflate some of the psychological 
aspects of that rise. 

However, that rise ended and turned out to be just a tempo- 
rary bulge. We have had, for several weeks, sharp declines in 
these speculative markets, and now we find ourselves in a posi- 
tion in which the wage pattern has formulated itself on the up- 
ward direction and in which prices are moving downward and 
the real reasons for talking prices down have changed very 
considerably. 


Mr. Nertove: Does that mean that Truman gave a speech 
too late? 


Mr. Dovctas: He probably drafted the speech at the right 
time—the early part of April or the latter part of March. It may 
be that when the speech was given last Monday, the new wage 
pattern was pretty well under way. It may be that the speech 


3 The weekly wholesale price index for all commodities during the past few 
months was as follows (1926 = 100): 


Prriop Axi ComMODITIES Perriop ALL CommopityE8 
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November 30.0)... in 139.1 February 15............ 143.1 
Decem Der qieccre cay 2s) 139.1 February 22............ 144.3 
Mecember igi evedecc<<:< 139.7 March 1.........-..++. 146.4 
December 21s i025. 642.2 139.8 March 8.............-. 148.7 
December 287, 9.602.201. 139.6 March 15........-...-- 148.3 
iEarche) 2 anperAs tpt ok 149.0 

1947: IM GECH Qi tc ccystors sp eieicistote 149.4 
I SIMWATYUAG site fo anaes Toe April If psan oe ARR 2 Oe error E 148.8 
AICLEGOC gh 0 ee eae 140.0 Yeo) 9 idee Ces leas rt 148.1 


(Source: Bureau of Labor Statistics) 
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may not have been as appropriate then as it would have been if 
delivered a week or ten days earlier. 


Mr. Artuur: I would agree with that. 


Mr. Nertove: But what is all the shooting about anyhow? 
Prices are high, but incomes are high, too. And so there is prob- 
ably, according to some observers, no great burden to anyone. 


Mr. Doveras: The trouble with that argument is that prices 
were rising from June, 1946, to the first of April of this year 
much more rapidly than consumer incomes—3o per cent whole- 
sale price increase, as I have said, with consumer incomes prob- 
ably going up only 12 per cent. Had that continued, there would 
have been a piling-up of unsold goods which could not be dis- 
posed of. The result would have been diminished purchases from 
stores, diminished purchases from ‘factories, laying-off of men, 
and a possible cumulative spiral breakdown which would have 
been rough tobogganing for everybody. 


; Mr. Artuur: Of course, what you are saying, then, is that 
the effort was one of calling the turn. In other words, if we were 
approaching the conditions which you described, we could say 
that the Administration was merely doing what Wanamaker’s 
did in 1920 and what President Roosevelt did in 1937—saying 
that we are approaching a downturn. 


Mr. Nertove: That is, both of you gentlemen seem to agree 
that Truman sensed the possibility of a serious recession . . . 


Mr. Dovetas: I think correctly so. 


Mr. NERLOVE:.... and you, Douglas, think correctly so. 
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Therefore, the real question comes down to whether prices should 
be brought down, or whether we should raise wages in relation’ 
to prices so that we can maintain spending on a high level. 


Mr. Dovetas: The first program, both of the Council of 
Economic Advisers and of Truman, was to reduce prices rather 
than to increase wages. And I think that that policy was a 
correct one, because it is undesirable to have the price level con- 
stantly rising. When, however, prices were not decreased during 
the winter and when the wage negotiations between the CIO 
unions and the mass-production employers got under way, it 
became evident that, unless prices went down, labor would de- 
mand further wage increases. In this last week those have jelled. 


Mr. Artuur: Yes, of course. However, it was back when 
those conditions were still in a formulative stage that we needed 
some confidence from the national government that we were not 
going to have those rising prices. Therefore, we might have 
stopped some of the pressure toward higher wages at this time. 


Mr. Nervove: Can prices be brought down if we are going to 
be granting higher wage rates, as we have in recent days in vari- 
ous basic industries? 


Mr. Dove tas: I would doubt whether many prices can now 
be reduced with a further wage increase of 12 per cent added to 
the 15 per cent increase of last year. But I believe that profit 
margins have been sufficient and the previous increase in prices 
more than adequate so that further and future increases in 
prices need not occur. 


Mr. Nertove: We have been throwing around a lot of figures 
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here, back and forth. Let us get the whole thing in perspective 
_ for the benefit of our listeners. How much actually has the price 
level risen? 


Mr. Artuur: The rise in the wholesale price index since pre- 
war has been something between 60 and 70 per cent.4 


Mr. Dove as: That is with 1939 as your basis. 
Mr. Artuur: That is 1939 as a base. 
Mr. Dove as: And, since last June, about 3o per cent. 


Mr. ArtuHur: That is right, since the removal of OPA. Of 
- course, the rise was from the level which was recorded in the 
statistics, not a rise in that amount from the black-market levels. 


Mr. Dovctas: And wage increases since 1939 have been 
what? 


4 The index of wholesale prices for all commodities for selected years and by 
months since January, 1946, follows (1926 = 100): 


Year anp MontH Aut Commopitiges YEAR AND MontH At CommopiTIEs 

GUL a bea alee are rear 100.0 1946 

SOUL ea ee pea 95.3 January. ¢.2 cee. oat 107.1 
7 64.8 Pebruatyran: +: an2 <4 107.7 
MOQGMIE sragcistsel cele Syaiels 65.9 March igh xis, cae tema nh ase 108 9 
Se ae eee 80.8 SAD Sil crows iss bn es LILO; 2 
ee es fe tee 86.3 May, Fee frie toeret oe III.o 
BORG St a alate stato 78.6 June. .............42 112.9 
CTO ae See eee ek July... 22ers ence es 124.7 
CRD fy ee 78.6 AUIS USE Deentee tee tils 129.1 
Oe Dis ee ae 87.3 September... 2.90 acer: 124.0 
(Po Se ea San 98.8 October.............. 134.1 
BOAR Mite wrt tee os 103.1 November........... 139.7 
PO as 2 ee eee 104.0 December.:.......... 140.9 
Od Sorensen iese F5 sia aces 105.8 1947 

11, er NEA ERROR 121.1 Wenuaryeoc. cc 1 141.5 


(Source: Bureau of Labor Statistics) 
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Mr. Artuur: I cannot give you a specific figure on that. My 
recollection is that pay rolls have been between two and three 
times the prewar levels—that is, the total income to manu- 
facturing workers. 


Mr. Dovctas: But output has gone up so much that labor 
cost per unit of output has not risen more than the increase in 
wholesale prices per unit. 


Mr. NeErtove: But it seems to me that all these increases— 
the increases in prices and the associated increases in wage 
rates—were probably necessary to bring on the added produc- 
tion. What about that? Has the rise in prices which we have 
been experiencing in the last six months or so been associated 
with increased production? 


Mr. Artuour: It would seem to me that that rise in prices 
of the last six months or so was essentially a part of the transition 
from a war-oriented economy to a peacetime economy. The rise 
in terms of peace level is, in very considerable part, a conse- 
quence of the way in which we financed the war. The rise in 
terms of timing was a matter of when we removed the OPA. 


Mr. Dovuc tas: We have had the increase in prices since the 
removal of OPA, all right—3o per cent—but there has been very 
little increase in production. The increase in production has been 
only about 8 per cent; and that has come about not because 
prices are higher but because business is organizing its internal 
flow of goods and its labor force more effectively. 


Mr. Artuour: Right. 


Mr. Nertove: In other words, you would say, Douglas, that 
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_ the increase in prices since June 30 of 1946 did not Late itself 


. 


in production at all. 
Mr. Dovctas: Almost none. 


Mr. Arrtuur: I should say that we are in the process of re- 
orienting our production. Undoubtedly there are very great 
responses to the individual price changes which have occurred 
since last June in terms of diminishing of production of some of 
those: wartime luxuries and ersatz goods and increasing the pro- 
duction of some of the basic commodities which are at the heart 
of our peacetime economy. 


Mr. Dovetas: That is true. There has been a shifting of pro- 
duction from some lines to others. But since we already had full 
employment last June, there has been no increase from having 
more people at work. 


Mr. Artuur: That, of course, is true, but it is a very healthy 
thing for us to be able to get the production of the goods which 
people want instead of the goods which OPA happens to allow 
the most liberal margins on. 


Mr. Dovctas: That is right. 


Mr. NeErtove: There is thus some disagreement between you 
as to whether or not the rise in prices since June 30, 1946, had 


any significant effects on the functioning of our economy. That 


really brings us down to a more current question. If the price 
level rises any more from these high levels, what effect, if any, 
will it have upon production? 


Mr. ArtTHuR: It would seem to me that it would be an un- 
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healthy evidence so far as our maintaining economic stability is 
concerned. We are producing just about at full tilt at the present — 
time. I do not see how we are going to get any more production — 
unless we go into some of the very rigorous regulations which we 
had in wartime, like overtime schedules and forced increases in 
output. 


Mr. Nertove: Would that argue necessarily that from here 
in everything possible should be done to keep the general price 
level from going up and that Truman, after all, was correct in his 
warning that if prices, as a whole, go up from these levels, we are 
heading for difficulty? 


Mr. Artuur: I should say that Truman was correct in his 
objective. It would be, it seems to me, a reflection of something 
unhealthy within our price structure if we had prices go up from 
this point on. I think of that largely in terms of the internal ar- 
rangements within the price structure, because I do not see how 
we can have a healthy price structure in the country and have 
further large increases in the general level of prices. 


Mr. Dove tas: I want to say that I quite agree with Arthur 
on this point. If we look at the history of prices after the Civil 
War and after World War I, we find very sharp shoot-ups during 
the war, followed by equally sharp declines. It is highly important 
that we should not get to mountain peaks of prices because the 
descents will be more rapid and the unemployment will be 
greater. I hope that this rise is the end. 


Mr. Nervove: In other words, you would say that we have 
reached a mountain peak and that from these levels we prefer- 
ably ought to go down instead of up? 
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Mr. Dovctas: That is right. 


Mr. Nertove: But there are a few things which have been 
said here which make me feel that the important difficulty is in 
the price structure. 


Mr. Dovctas: In the relationship, you mean, of one set of 
prices to another? 


Mr. NErtove: That is right. 


Mr. Artuur: And it seems to me that the key problem is one 
of having the price structure, after the very bad distortions 
which have been imposed by the postwar transition, readjust 
itself to a gradual tapering-off in the general level of prices rather 
than going into the kind of cataclysmic decline which we had in 

~ 1920. 


Mr. Dovctas: What prices would you think were most out 
of line now—too high compared with others? 


Mr. Artuur: It is very hard to pick one set of prices as being 
too high today, because there are undoubtedly reasons why the 
prices are where they are. 


Mr. Nertove: What about the price of foods to factory 


workers? 


_. Mr. Arruur: Let us see what we can say about those price 
levels. To me as a worker, sure, the food prices are too high; it 
bothers me. But, from the point of view of the factors which are 
affecting the prices of foods and similar commodities, we would 
find ourselves running out of stocks if prices were reduced. 
Individual farmers cannot do anything about the prices which 
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are being paid for their products. Consumers buy at prices 
which will clear the markets of the supplies now available, and 
the retailer, the processor, and the farmer have little to do about 
it except to produce all that they can to keep products moving. 


Mr. Nertove: But many observers say that not only farmers 
but also businessmen could cut these high prices quickly enough 
if they wanted to. Therefore, they say, when Truman asked 
them to do that, he may have created a willingness on their part 
which would not have come about otherwise. 


Mr. Artuour: Of course, I suspect that Truman clearly recog- 
nized (and here I am correcting your statement a little bit, for I 
do not think that he was talking to farmers in that connection) 
that you or I as an individual farmer could not do a thing about 
cutting the price of our products. We might be able to sell it fora 
little bit less than our neighbor if we felt that there would be 
some result emerging from that. But the point is that if we sold it 
for less than our neighbor, the fellow next along the line of 
distribution would merely throw it into the hopper with every- 
thing else, and the price would go right on up, and the only fel- 
low who would gain is the fellow to whom we gave the lower 


price. 


Mr. Nertove: I appreciate your correction very much. But 
even though Truman was aiming at the businessman more than 
he was at the farmer and in full view of the national policy with 
reference to agriculture, nevertheless I feel strongly that if we 
developed a general fear about further increases in prices all 
along the line, the ground was also being laid for some change in 
the governmental policy with reference to the support which 


farm prices have been receiving. 
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Mr. Artuur: I do not know about that, except from one 
angle. It did become clear—and this I think is a part of govern- 
mental policy which the President did not touch upon in his 
speech—that when government buying, not price-support buy- 
ing but buying additional wheat for relief, was bidding markets 
up inordinately, as when wheat went above three dollars a 
bushel, the government had better cut down its buying and back 
away from that kind of market. 


Mr. Dovctas: The purchases were made to produce stability 
in peace and to prevent hunger in Europe. Therefore, they were 
highly desirable, both from the world’s standpoint and from the 
standpoint of our own national interests. 


Mr. NERLoveE: And may be temporary in terms of a two- to 
three-year run with reference to farm prices. 

There is some indication of course, too, that retail prices were 
out of line with other prices. That brings up the very popular 
Newburyport plan. What about that Newburyport plan? Has 
that done anything to rectify the existing distortions in the 
price structure? 


Mr. Dovetas: All that we know about the Newburyport 
plan is, like Will Rogers, what we read in the newspapers. Ap- 
parently it has been accompanied by much more than a cor- 
responding increase in quantity demanded—quantity of goods 
sold in the towns which have reduced prices 10 per cent has 
gone up 25 to 30 per cent. So that thus far it has had a somewhat 
healthy influence, and if imitated and copied by other centers, it 
may revive retail trading and thus give stability to the market. 


Mr. Artuur: I wonder about that aspect of it. It seems to 
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_me that if it represents a cut in prices which is accompanied by a 
demand-creating promotion, we will find ourselves in a position 
where we are just putting on some huge sales promotions which 
increase the pull on goods and that, after the few weeks of trial 
at this 10 per cent lower level, we will find our markets short 
enough of goods so that prices may bounce up on us. 


Mr. Nertove: In other words, it has been pretty successful, 
and it has moved the goods off the shelves. Of course, if it is 
passed on to the manufacturers and if the manufacturers reduce 
their prices, too, we might get to a lower price level and a better 
price structure. 

But I am afraid we have to move on. There is a question 
which we have not discussed thoroughly enough. A start in the 
reduction of prices might create further reductions in prices. In 
other words, sudden reductions in commodity prices may bring 
about a deflationary spiral. 


Mr. Artuur: That thing bothers me pretty seriously, be- 
cause if the President has picked a time that corresponds with 
the timing of the well-known Wanamaker price cut in 1920, he 

Can just tip the scales in the direction of starting a snowball of 
price declines. Personally, I do not think that he has picked 
that time. Therefore, while I acknowledge the danger of psycho- 
logical reaction, I do not think that it is one which we need 
“regard too seriously just at the present moment. 


Mr. Ner ove: In other words, Truman’s policy and his sug- 
gestion with reference to reducing prices now will not create a 
depression early. It might even avoid a serious depression later. 


Mr. Artuur: To the extent that it is effective. But, from an 
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economic point of view, I do not know how effective we should 
say that it is likely to be. The timing looks as though we may be 
able to afford this kind of market factor without seriously im- 


pairing our transitional progress. 


Mr. Nertove: Somehow or other I have the feeling, too, that 
the Truman policy was connected with the wage-price pattern 
which was developed recently. That brings us back to the ques- 
tion on which we just touched before. Should wages be raised, or 
should prices be cut? At the present time, it appears that wages 
are being raised and prices are being held. 


Mr. Dovctas: The Truman speech was drafted at a time 
when prices were still rising but wages had not yet increased. As 
I said, I think that it would have been better for prices to have 
been reduced and wages to have been held constant. Since that 
did not happen, industry and labor have done the second-best 
thing, which is to raise wages more closely to the price level. 


Mr. NERLoveE: Just to bring together all your thoughts, 
Arthur, what do you recommend on the price-reduction policy? 


Mr. Artuur: Where it is possible, businessmen should try 
to become more efficient, to price their products with a long- 
range view to their competitive position, and should do their 
very best to promote an efficient utilization of all our resources. 


Mr. Nertove: And what is the summary of your point of 
view, Douglas? 


Mr. Dovctas: I think that the best we can hope for now is 
probably to prevent future price increases. 
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Mr. Nervove: It seems to me that Truman did a very good 
job. He at least helped stop further commodity price increases 
and may have even stimulated decreases which otherwise 
would not have been brought about. 

In addition to that, I think that his comments had something 
to do with the wage-price policy which has been developed in 
recent days. Accordingly, I have a tendency to agree with you, 
Douglas, and in some minor respects, to disagree with you, 


Arthur. 
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LG? What Do You Think? 

1. Is the general price level, in your opinion, too high? Are prices too 
high or in line with relation to what other factors in the economy? 
What is President Truman’s program to control the problem? What 
happened to the general price level in the periods following the Civil 
War and World War I? Do sharp increases in prices bring sharper 
declines? Discuss. 


2. Do you think that prices should be reduced? Are all prices out of 
line? Do you think that a small reduction in the price level now may 
avoid a sharp decline later? For instance, if we cut prices 10 per cent 
now, can we avoid a 20 per cent fall later? Discuss. 


3. What is the relation today between wages and prices? How has this 
relationship changed since 1939? Since June, 1946? Do you think 
that prices can now be brought down, in view of the recent increase 
in wage rates? Would you favor raising wages or decreasing prices? 
What is the relation of prices to production? 


4. Do you think that the price rises since the end of OPA were in- 
evitable readjustments? Were they a result of bringing in line cost 
factors which had been out of adjustment during the war? To what 
extent were they the result of competitive forces? How have the large 
shipments of foods and materials abroad affected the home market? 


5. Is it necessary that we maintain spending in order to maintain full 
employment? Will spending reduce prices or bid them up? Discuss. 
What are the other factors which determine the general price level? 
Is there a danger that a reduction in prices now may start a serious 
downward spiral which cannot be stopped? How would production 
and employment be affected? 


6. Do you think that prices can be “‘talked down”? What are the eco- 
nomic factors which affect prices? What are the means of controlling 
inflation? What do you think should be general federal fiscal policy 
at this time? What should be done about taxes? Should the credit 
controls be tightened? What is the relation to the national debt? 
What is the relation of our internal economy to our foreign policy 
commitments? 
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